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AMERITECH'S FURTHER COMMENTS ON COST MODELS

In response to the Common Carrier Bureau's request, Ameritech

respectfully offers these further comments on the four cost models which are

referenced in the Public Notice released in this docket on July 10, 1996.1 These

models are the Benchmark Cost Model ("BCM") and the Cost Proxy Model

("CPM") which were prepared for CC Docket No. 80-286, and the Benchmark

Cost Model 2 ("BCM2") and the Hatfield 2.2, Release 1 ("Hatfield model")

which were prepared last month for this docket.

At this time, Ameritech does not support the use of any of these proxy

models for administering universal service support, but continues to support

1 Ameritech already has filed extensive comments and reply comments on the Notice of
Proposed Rulemaking released in this docket on March 8,1996. In addition, Ameritech filed
answers to the 72 additional questions posed by the Common Carrier Bureau in the Public
Notice released in this docket on July 3, 1996. ~ J, I'
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the use of actual wire center costs2 in conjunction with the affordability

benchmark mechanism Ameritech discussed in comments it filed earlier in

this docket.3 Under Ameritech's recommended approach, eligible local

exchange carriers would get universal service support, when their costs for

"core" services exceed the affordability benchmark rate,' for the difference

between: (a) the benchmark rate and their actual cost for "core" services, or (b)

their actual rate and theIr actual cost for "core" services, whichever is less.

This approach does not subsidize that portion of a carriers' revenue shortfall

which is attributable to an unreasonably low rate for "core" services, nor does

it allow for a subsidy when "core" rates are compensatory.

It must be remembered that actual book cost is the standard against

which proxy models are evaluated. If the results of a proxy model replicate

actual book cost, the model is touted as being "accurate." To the extent a

proxy model does not replicate actual book cost, the model is "refined" in

order to produce results which are closer to the actual book cost. Given this

standard, it is not entirely clear why the Commission does not simply adopt

actual book cost as the starting point for administering universal service

2 Wire center costs should be used because the wire center is the basis upon which network costs
are incurred.
3 E:i. In the Matter of federal-State Joint Board on Universal Service, CC Docket No. 96-45,
AmeritecbComments, filed April 12, 1996 at pp. 10-11.
4 The affordability benchmark rate could be based, for example, on statewide average rates or
costs for "core" services or a specified percentage of statewide median income.
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support subject, however, to the affordability benchmark mechanism

Ameritech has proposed 5

The record in this docket may ultimately support the use of a proxy cost

model for administration of universal service support. If and when that

showing is made, Ameritech would support the use of a proxy cost model to

identify high cost areas, but would not support its use to size the universal

service fund or to set prices for services. Yet, until a systematic evaluation of

the cost models is undertaken and the results are put on the record for public

review and comment/ Ameritech continues to recommend the use of actual

wire center costs and the affordability benchmark mechanism.

None of the cost models referenced in the July 10, 1996 Public Notice

should, or even can, be adopted at this time. The BCM has been replaced by

the BCM2 and, accordingly, the BCM should no longer be the subject of

5 Some have argued that use of a proxy model is better than actual book cost because a model is
easier and more convenient to administer. Yet, the best evidence to the contrary is the debate
raging in this docket and throughout the industry over the various proxy models identified to
date.
6 There are potential procedural and substantive due process issues associated with the manner
in which the public has been asked to comment on the proxy models identified in this docket.
Basically, parties are told to contact the company sponsoring a model, spend tens of thousands
of dollars to purchase the model and the hardware/software necessary to run the model, figure
out the logic of the model and the associated inputs induding the changes in the model as it has
been updated over time, run the model, evaluate the results, and then prepare comments on the
model - all within a matter of weeks. It would seem that if the Commission is going to adopt a
proxy model for purposes of administering universal service support, the Commission first
would require that the model itself and the nationwide results of its use would be put on the
record for public review and comment.
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continued debate. The BCM2 and the CPM are currently being reviewed by an

industry group convened under the auspices of the United States Telephone

Association (/JUSTA"), but the first meeting of that group was held on July 29-

30, 1996 and no results have been achieved at this time.

To the extent results are in on the Hatfield model, they show serious

deficiencies. Many of those deficiencies are noted in: the Timothy J. Tardiff

economic evaluation submitted by GTE in its June 27, 1996 ex parte statement

in CC Docket No. 96-98; the KG. Harris affidavit submitted by US West in its

reply comments in CC Docket No. 96-98; and the Strategic Policy Research

Comments submitted by BellSouth in its reply comments in CC Docket No.

96-98. Those deficiencies also have been noted in the investment

community.7 The Commission should incorporate by reference all of these

reports into the record here and reject the Hatfield model for purposes of

administering universal service support.

Respectfully submitted,

~c4Q~~
Michael J. Karson ~
Attorney for Ameritech
Room 4H88
2000 West Ameritech Center Drive
Hoffman Estates, IL. 60196-1025
847-248-6082

August 9, 1996

7 Anna-Maria Kovacs, Focus on the Federal Communications Commission, Janney Montgomery
Scott/ Industry Update July 8/ 1996.
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WASHINGTON DC 20004-2404
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ATTORNEYS FOR
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SUITE 1200
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GENE DEJORDY ESQ
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ANNE WENDLER
CONSULTANT
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COUNSEL FOR
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BRUCE D JACOBS
JASON S ROBERTS
ATTORNEYS FOR
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ATTORNEY FOR
INTERNATIONAL COMMUNICATIONS
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MARK SIEVERS
ATTORNEYS FOR
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PO BOX7854
610 WHITNEY WAY
MADISON WI 53707-7854

BRAD E MUTSCHELKNAUS
JOHN J HEITMANN
ATTORNEYS FOR
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501 EAST DANIEL STREET
CHAMPAIGN IL 61820

JAMES ROWE
ALASKA TELEPHONE ASSOCIATION
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ANCHORAGE AK 99503

JOHN C BEACHBOARD ASSISTANT
CHARLES R MCCLURE PROFESSOR
KRISTIN R ESCHENFELDER ASSISTANT
SYRACUSE UNIVERSITY/SCHOOL OF
INFORMATION STUDIES
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IOWA COMMUNICATIONS NETWORK
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PRESIDENT
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ASSOCIATION
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WAYNE A LEIGHTON PH D
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DENNIS SMALL
SUPERINTENDENT OF PUBLIC
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EXECUTIVE OFFICE
STATE CAPITOL
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VICE PRESIDENT FOR ADMINISTRATIVE
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WASHINGTON DC 20036
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WASHINGTON OFFICE
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EXECUTIVE DEPUTY COMMISSIONER OF
EDUCATION
THE NEW YORK STATE EDUCATION
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GAYLE T KELLNER ESQ
LOUISIANA PUBLIC SERVICE
COMMISSION
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EXECUTIVE DIRECTOR
WASHINGTON LIAISON OFFICE OF THE
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OMAHA NE 68114-2508

JOHN G STRAND
JOHN C SHEA
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